l""' The San Bernardino County

Economy

l I l l [ : Economic Trends and Forecasts
Quarter 4, 2013 - Quarter 2, 2014

This report details the macroeconomic conditions in the nation
C H M U RA and the state of California over the next two years. It examines
Economics & Analytics the Inland Empired6s economy an
drive job growth. It also identifies those occupations that may
become a supply-constraint to future job creation as well as

occupations that pay above-average wages that are expected to
see strong employment growth.

San Bernardino County Workforce
Investment Board

Richmond, Virginia Cleveland, Ohio
1309 East Cary Street 1025 East Huron Road
Richmond, Virginia 23219 Cleveland, Ohio 44115
804.649.1107 (phone) 216.357.4730 (phone)
804.644.2828 (fax) 216.357.4730 (fax)

CHMURAECONOMICS&ANALYTICS



CHMURA &/

Table of Contents

. EXECUTIVE SUMMARLY. ..ui ittt ettt et s et e et sams e et e st e s s b e s e ba e e aa st ames s b s s sba e e s ba s s s b e s s ba s s bameba s sansssbnsasbsaes 3
1. BACKGROUND. ...ttt cee e et e et e e s mr e e et e e e sbee e b e s e b e e s bmeba s e s aa e s e a s s ab e e sa e e s b sma st e b e e s ba e e san e san s sbasssmns 4
GEOGRAPHY ANBBORSHED. ...t ituuiittittttttetan ittt it ettt e st ettt e st s st se s sttt saa s st eeaa et sa s sassa e san s ta s saass b ssnssnsanesstssrsnsasnenes 4
I1l. NATIONAL & REGINAL ECONOMIMUTLOOK .. .ottt ee et et e e ettt e s e et e s s e s sba s e s b s e saa e s saa s smessba e eenserens 5
N 01NN (@ Ul e T0] 2 ) 5 0 1 I T 5
Changes fromM PreVIOUS FOFBCASL.........ciiiuiiiiii ittt ettt e et e e e sttt e e s s atbre e e e e e sabbe e e e s annbeeeesaanrreeeesannns) 6
U.S. Employment SUrpasses PreVioUS PEAK ...........iii ittt ettt e e e e e s ainneee s 6
CALIFORNIBDUTLOOKZ20 LA 2015, .. ee ittt ettt e e et e e e e et et e e e et e e et s et e s e e e aa e s ab s ea e s ba e e sassba e e s s s basasnasbnns 6
IV. INLAND EMPIRE@TOMIC OUTLOOK . ...ttt ittt e et e st e st s em s s st s e st e e saa e s et e s s s s bmessb s e sbsesanssannsasrass 9
(D T@ LTy Y = o =T ] = I =N 9
RECENECONOMICPERFORMANGEOUTLOOROLA20L5 ... ettt e et e et e e et e s e e et e s b e eaeeaaeas 11
HOU SINGEE CTORMN ALY SIS, .ttt tttttititetttttte et ettt e taetst e et ettt e st s st s easstassass st sssa s st e sans st esan s saesaestasssnessnssneestessnsernienrnns 13
INDUSTRELUSTERS ANDBCORE AT IOMPO TENT AL .ttt titttettettttestetteetettaressesstessnessteratsstesaeetntesnaestetsesstttseernersieerier. 17
WORKFORGELIGNMENTANALY SIS ANDUTLOOK 111 ttttittttttettneetnssuestsstneesnesstesaetssesssssersaesttesnesstneraeeseter. 19
HIGHLEVEM/ORKFORGEIGNMEN I ETRICS. ..t ittuiittiiiteit et ettt et e et e s e e et e eaa e e et s e ea s e st e s b e eaa s s b s e aa s st esnesstesanestaresssstasenn 19
[N 0Tl =N 0] N £ PPN 21
V. KEY FINDIGS AND CONCLUSIQNS..... oottt ceiee et e e ema e e e e e e e e e e s s e s e aba e s amie e e e saban s easesbaeessbban s snas 40
R IR 2N = 1 41
TERM SR DEFINITIONS. 111ttt ttutttatttaesstesaestessneessesaaes s s sssassessasesasss s st s sassssasssesansstaesassstasesassnsesnsssssersnsssnrerseestnsenns 41
2

I"ll' Copyright, 2014 Chmura



CHMURA &/

|. Executive Summary

U0 The San Bernardino-Riverside economy6 secovery has gained traction:

A Employment is set to expand by 2.3% in 2014; the California economy is also poised for moderate
employment growth.

o Job growth is expected to be relatively strong across jobs requiring all levels of education.

o0 The unemployment rate is trending down, but likely to remain elevated throughout 2015.

0 The Inland Empire lags the state and the nation in terms of postsecondary education
attainment in its populace.

A The local housing marketing is struggling to gain traction, but home prices continue to increase at a
healthy pace.

o Distressed sales as a share of total sales are on a downward trend, particularly in
Riverside County.

o Home sales in the region have declined over the past year; the slowdown in the Inland
Empirebéds housing recovery may be due in part t
purchase distressed sales and a tight supply of homes for sale.

U The region has five broad sectors that are primed to create the bulk of jobs over the next three years:
healthcare; transportation and warehousing; retail trade; wholesale trade; and construction.

A Within these sectors, 20 industries at the four-digit NAICS level were identified as having strong
growth potential based on long-run growth rates, high location quotient, three-year job gains, and
three-year competitiveness.

A The Inland Empire has four industry clusters that are likely to expand employment in excess of
2.5% per year over the next -ruhgrovahdmdebThaseiddustriasd Ch mu r
utilities, professional services, healthcare, and constructiond represent almost one-third of the total
employment in the region.

U  An occupation analysis identified 74 occupationsr equi ri ng associ adeggedawardseagr ees o
typical education for entry; these occupations had an
average.

A The occupations r equi r isrygicakeducation fooeatiy with thé tighedte gr e e a
annual demand are Registered Nurses and General and Operations Managers with total annual
demand of 1,114 and 786, respectively.

o Several of the occupations requiringforantry Associ
are Science, Technology, Engineering, and Mathematics (STEM) occupations including
Electrical and Electronic Engineering Technicians and Life, Physical, and Social Science
Technicians, All Other.

A The occupations requiring a Postsecondary non-degree award as typical education for entry with

the highest annual demand are Licensed Practical and Licensed Vocational Nurses and
Firefighters with total annual demand of 150 and 103, respectively.

I"ll' Copyright, 2014 Chmura



CHMURA &/

Il. Background

The San Bernardino County Workforce Investment Board (WIB) is charged with addressing major workforce issues

in the county. The WI B6s role is to convene appropriate j
relevant parties; generate creative, innovative solutions through consensus; and to enlist community commitments

to action in order to achieve a competitive advantage.”

This report provides an overview and forecast of the Inland Empire, state, and national economies to identify
workforce issues for the San Bernardino County WIB.> The following topics are emphasized in this analysis:

Demographics - population characteristics of the Inland Empire area
Economic characteristics of the population in the Inland Empire
Composition of the labor market

Commercial and residential real estate market characteristics
Employment forecast and occupational analysis for the Inland Empire

=A =4 =4 =4 A

Geographyand Labor Shed

While the San Bernardino County WIB contracted this research, it is generally recognized that its economy and

natural labor shed includes neighboring Riverside County. Toget her t hese two counties cor
Empi r e o (San@Bgmanalino and Riverside Counties) which is equivalent to the Riverside-San Bernardino-

Ontario, California Metropolitan Statistical Area (MSA). Throughout this report, the Riverside-San Bernardino-

Ontario, California MSA is considered the primary labor shed. This report also references data at the state level, as

well as for the nation as a whole.

Figure 1. Riverside-San Bernardino-Ontario, California MSA

Riverside-San Bernardino-Ontario, CA MSA, MSA

N LalJolla )i

! http://cms.sbcounty.gov/wib/Home.aspx

2 The County of San Bernardino Workforce Investment Board (WIB) requested labor market information that covers the Inland
Empire region of California, via a written report and presentation twice per year. Chmura Economics & Analytics (Chmura) was
retained to provide this economic analysis and its interim reports.
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[Il. National & Regional Economic Outlook

The national economy continues to improve but the labor force remains weak. Growth in real gross domestic
product (GDP) rose an annualized 4.2% in the second quarter of 2014 after contracting at a 2.1% annual rate in the
first quarter of 2014. Non-farm employment accelerated with 800,000 non-farm jobs added over the quarter
compared with 569,000 in the first quarter, while the unemployment rate declined from 6.7% in the first quarter to
6.1% in the second quarter. The unemployment rate that accounts for individuals working part time that would
prefer fulltime work and the marginally attached® remains at a relatively high 12.1%. Home prices continued to
climb, but the pace of appreciation has slowed; higher borrowing costs coupled with rising home prices have
tempered the housing market recovery.

The Inland Empire region and state of California also continued to improve but remain slower than the nation.
National Outlook 2014-2015

Chmura forecasts real GDP to grow at an annualized pace of 2.8% in the third quarter of 2014 and 2.1% for the
entire year. Although the labor market recovery has gained momentum wage growth remains modest and the
participation rate is low. The real estate market has shown some signs of weakness over the past year. In this
environment of continued modest growth and elevated unemployment, the federal funds rate target is expected to
remain in the current range of 0% to 0.25% until the second quarter of 2015.

For the second quarter of 2014, real GDP grew an annualized 4.2%, after declining 2.1% in the first quarter. U.S.
employers added jobs at a healthy pace in the second quarter of 2014 following moderate employment growth in
the first quarter. Non-farm private payroll growth for the second quarter expanded at a 2.2% annualized pace after
expanding 1.5% in the first quarter of 2014. The national unemployment rate declined to 6.1% in June 2014, from
6.7% in March. Home sales, though above severely depressed levels, remain low by historical standards while the
Feder al Housing Finance HAfgrehe segahd quditer sheows piitesihave inckeasddeon a
year-over-year basis in 49 of 50 states. The housing sector was a positive contributor to GDP growth in 2013, but
was a drag on growth in both the fourth quarter of 2013 and the first quarter of 2014. In the second quarter of 2014,
housing was a positive contributor to GDP growth, a trend which Chmura expects to continue. The U.S. stock
market has weathered concerns about the Federal Reserve ending its bond-buying program and investors are now
looking for clues from U.S. central bankers about the timing of the first interest rate increase. Our most-likely
forecast assumptions reflect an improving economy with few lasting effects fromt he gover nment 6s
measures. The results are steady but moderate GDP growth and job creation. Our alternative scenario assumes
geopolitical unrest pushes oil prices higher, depressing consumer confidence and employment.

The most-likely scenario assumes the price of oil averages $103 a barrel in 2014 before declining to $99 per barrel
in 2015 due to weak demand overseas. The alternative scenario assumes that unrest continues in the Middle East,
driving oil prices higher; prices rise from $111 in 2014 to $141 per barrel in 2015. The labor market is expected to
continue to improve in both scenarios. The unemployment rate is likely to average 6.2% in 2014 and fall to 5.6% in
2015 according to the most-likely scenario. In the alternative scenario, the unemployment rate is forecast to fall
from 6.3% in 2014 to 5.9% in 2015. The Federal Open Market Committee (FOMC) is expected to keep its

3 According to the Bureau of Labor Statistics, margin al | y at t ac h etldosewhborckrrentlysarefmeitneeworking nor
looking for work but indicate that they want and are available for a job and have looked for work sometime in the past 12
mont hs. o
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historically low federal funds rate target through the 1°' quarter of 2015 under the most-likely scenario, and later in
2015 under the alternative scenario as slower growth leads the Federal Reserve Bank to delay tightening.

Figure 2: National Macro Forecat014-2015

Real GDP

Unemployment Rate
Real NorResidential Investment
Real Consumer Spending

Financial Market
Qil Prices
Federal Funds Rate

10-Year Treasury

Source: Chmura Economics & Analytics

Changes from Previous Forecast

2013
2.2%

7.4%
3.0%
24%

$98
0.1%

2.4%

2014
2.1%

6.2%
5.8%
2.2%

$103
0.1%

2.6%

Forecast
2015
3.1%

5.6%
7.3%
2.3%

$99
0.8%

3.5%

C h mu r 34 Guarter 2014 overall growth forecast for 2014 and 2015 is modestly changed from our estimate in the
3" quarter of 2013; we have revised downward our estimate of real gross domestic product for 2014 (the 3rd

quarter 2013 forecast was for a 2.7% increase), which now stands at 2.1%, while we have revised slightly upward
our estimate for real consumer spending (the 3rd quarter 2013 forecast was 2.0% in 2014), which is now 2.2% for

2014. In addition, our forecast for the unemployment rate in 2014 was revised downward from 6.8% in the 3™
quarter of 2013 to 6.2%. The yield on the 10-year Treasury note has increased slightly slower than we expected
and is forecast to be 2.6% in 2014 compared with 2.8% in the 3" quarter 2013 estimate.

U.S. Employment Surpasses Previous Peak

In terms of the labor market, the recovery from the 2007-2009 recession has been the slowest of all post-World
War Il recoveries. In May 2014, nearly five years after the recession ended, U.S. employment surpassed its
previous employment peak reached in January 2008. Although labor market conditions have improved, the
unemployment rate remains high, labor force participation has declined, and wage growth has been disappointingly

weak.

This recovery, in contrast to many recoveries from previous recessions, has been very mixed in terms of the

experience of individual states. In past recoveries, particularly in the early 1990s and mid-2000s, most states saw

steady gains in employment and wages and sustained drops in unemployment claims and the unemployment rate;

this recovery has been quite different. Many statesd including Californiad have seen much weaker labor market

recoveries as evidenced by their unemployment rates, claims data, and overall job growth. Meanwhile, some
states, such as Texas and Utah, charted new records in employment well before the nation.

California Outlook 2014 -2015

Employment declined at a faster pace in California and the state lost a larger share of its employment than the
nation as a whole during and following the last recession; since the beginning in 2012, however, employment in
California has increased faster on a year-over-year basis than U.S. employment. In 2013, Cal i f or ni

Copyright, 2014 Chmura
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increased 2.8%, faster than the 1.7% increase in the nation. Chmura forecasts employment in California to increase
by 2.4% in 2014 and by an additional 2.3% in 2015, whereas the unemployment rate will average about 7.4% in
2014 and 6.7% in 2015.

Figure 3: California Employment Summary Forecasts

CaliforniaEmployment Growth* CaliforniaUnemploymentRate
2013* 2014 2015 2013* 2014 2015
Chmura Forecast 2.8% 24% 2.3% 8.9% 7.4% 6.7%
Forecasts as @epgember 2014
*Actual

**Employment refers to nonagricultural employment.

Employment in California contracted by about 9% from its mid-2007 peak to its trough in early 2010. Since July
20110 at which point the California economy began to steadily add employmentd the state economy has averaged
approximately 32,000 new jobs per month. In June 2014, employment in California surpassed its July 2007 peak.
As of July 2014, employment was 0.3% above the July 2007 employment peak.

Figure 4: When Will Employment in the Inland Empire
Surpass its PrRecession Peak?

2.0%
May-2014 Jun2014 Dec2015
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Source: BLS & Jot

In the pastthree years,Cal i f or ni ads e capprogimaely i,@88,00@ jobs.©tithese new jobs, 86%
were created in only four sectors: professional, scientific and technical services; accommodation and food services;
administrative and waste management and remediation services; and healthcare and social assistance. Meanwhile,
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Cal i f qubliciadministration sector has continued to shed jobs as state and local budgets are cut and
employment in its education services sector has increased by less than 1%. The Golde n St at eds manuf act

sector has added a net 7,700 jobs (average annual growth of 0.2%) in the past three yearsd second quarter 2011
to second quarter 2014.
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Figure 5: California Industry Clusters with Expected Employment Declines
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Figure 6: California Industry Clusters with Expected Employment Gains
Industry Clusters for California as of 2014Q2
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In terms of the location quotient (LQ)d a common measure of the relative size of an industry and traditional gauge

of the presence of competitive clustersd California has competitive clusters in agriculture (LQ=2.78),

pharmaceutical manufacturing (1.42), electrical/electronic manufacturing (1.68), textiles/leather manufacturing

(1.62), and media (1.54). Annual average employment growth over the next decade is expected to be slow for the
pharmaceutical (+0.3%), media (+0.2%), and agricultural (+0.4%) clusters. Moreover, the textile/leather

manufacturing cluster is forecast to shrink by 6.9% annually and employment in the electrical/electronics

manufacturing cluster is forecast to decline by 1.4% annually. Th e st at e 6 s witththedastescldngirsnt er s
employment growth projections are health sector (+2.9%), construction (+2.7%), and utilities (+1.8%).

Copyright, 2014 Chmura
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V. Inland Empire Economic Outlook

The remainder of this report focuses on the Inland Empire region, San Bernardino and Riverside counties, which is
equivalent to the Riverside-San Bernardino-Ontario, California MSA.

DemographicProfile

The Riverside-San Bernardino-Ontario, California MSA is home to more than 4.3 million people and represents

about 11.4% of Cal i fQverthé @ast ®n yeavst thid regiprohpasugfowntan average 1.7% per
year--much faster than the state and national average of 0.8% per year. Chmura projects the population of the
Riverside-San Bernardino-Ontario, California MSA will continue to grow faster than the state over the coming

decade, which in turn will hunkconomioprospeatsr t he regionds | ong

Figure 7: Population Growth Statistics

Working Age Ratio ofRetirees

Average Yearly Population to Working Age
Population Growth ~ Growth 2014- Populationin
Region 2003-2013 2021 2021
Inland Empire 1.7% +15% 483
California 0.8% +7% 4.67

Source: Chmura Economics & Analytics

The Inland Empire region has a poverty rate 1.6 percentage points above that of the nation and 1.2 percentage
points above Californiad s p o v e Overgll, thedntared Empire is nearly half Hispanic or Latino according to the
U.S. 2010 Census, and about 40% non-white. African Americans account for 7.6% of the population and 6.1% of

t he r egi on 6 sAsigndAmaritan. Thisaemogdraphic profile is distinct from the rest of Californiad with
roughly a 13% Asian-American mixd and starkly different from the demographic make-up of the nation where
Latinos account for only about 16.3% of the total population. The Inland Empire region has approximately the same
level of military personnel living in the area as state and national norms.

The average educational attainment in the Inland Empire is lower than both state and national averages. The share

of population in the Inland Empire with no high school diploma is 20.7% compared with 18.1% for California and

12.3% for the nation.Si mi | arly, the share of t hebach eadlegieedsonly L3t0%6 s pop
compared with 20.2% in California and 19.3% in the nation. Overall postsecondary attainmentd share of the

population withana s s o ¢ idegteeedd ligherd is about 11.7 percentage points lower than the California average

of 39.3% and 11.2 percentage points below the national norm of 38.8%.

I"ll' Copyright, 2014 Chmura
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Figure 8: Demographic Profile Riverside-San Bernardino-Ontario, CA MSA
Demographic Profife
Percent Value
RiversideSan
Bernardino RiversideSan
Ontario, CA Bernardino
MSA California USA Ontario, CA MSA California USA
Demographics
Populatiorf T T T 4,380,878 38,332,521 316,128,839
Population Annual Averag;érowth2 1.7% 0.8% 0.8% 76,311 307,936 2,602,091
MedianAge’ T T T 32.7 35.2 37.2
Under 18 Yeal 28.8% 25.0% 24.0% 1,214,696 9,295,040 74,181,467
18t0 24 Yea 10.9% 10.5% 9.9% 458,633 3,922,951 30,672,088
2510 34 Yea 13.4% 14.3% 13.3% 564,520 5,317,877 41,063,948
35t0 44 Yea 13.4% 13.9% 13.3% 566,254 5,182,710 41,070,606
45 to 54 Yea 13.5% 14.1% 14.6% 570,032 5,252,371 45,006,716
55 to 64 Yea 9.7% 10.8% 11.8% 410,782 4,036,493 36,482,729
6510 74 Yea 5.8% 6.1% 7.0% 244,093 2,275,336 21,713,429
75 Years, and OV 4.6% 5.3% 6.0% 195,841 1,971,178 18,554,555
Race: Whitf  58.9% 57.6% 72.4% 2,488,308 21,453,934 223,553,265
Race: Black or African Ameri 7.6% 6.2% 12.6% 322,405 2,299,072 38,929,319
Race: American Indian and Ala|
Native 1.1% 1.0% 0.9% 46,399 362,801 2,932,248
Race: Asig 6.1% 13.0% 4.8% 259,071 4,861,007 14,674,252
Race: Native Hawaiian and Ot
Pacific Islandg 0.3% 0.4% 0.2% 13,744 144,386 540,013
Race: Some Other R4 21.0% 17.0% 6.2% 887,896 6,317,372 19,107,368
Race: Two or More Rag 4.9% 4.9% 2.9% 207,028 1,815,384 9,009,073
Hispanic or Latino (of any ra 47.3% 37.6% 16.3% 1,996,402 14,013,719 50,477,594
Economic
Labor Force (civilian population
years & ovef]  61.6% 64.0% 64.2% 1,951,715 18,673,806 156,533,205
Armed Forces Labdorcé 0.6% 0.5% 0.5% 18,541 147,620 1,131,106
Median Household Inconié T T T $55,928 $61,400 $53,046
Poverty Level (of all peopﬁ1 16.5% 15.3% 14.9% 686,539 5,590,100 44,852,527
Mean Commute Time (minute4 T T T 30.7 27.1 25.4
Commute via Publi€ransportatior] 1.6% 5.1% 5.0% 27,084 837,820 6,967,689

10
(i
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Figure 8: Demographic Profile (cont.) Riverside-San Bernardino-Ontario, CA MSA

Percent VYalue
RiversideSan
Bernardinc RiversideSan
Ontario, CA Bernardine
MSA California USA |Ontario, CA MS California USA
Housing
Total Housing Uni T T T 1,500,344 13,680,081 131,704,730
Median House Value (of owrn
occupied unitsy” T T T $245,300 $383,900 $181,400
Homeowner Vacan 3.5% 2.1% 2.4% 30,555 154,775 1,896,796
Rental Vacang 9.1% 6.3% 9.2% 45,439 374,610 4,137,567

RenterOccupied Housing Un
(Percent of Occupied Uni 34.8% 44.1% 34.9% 452,093 5,542,127 40,730,218

Occupied Housing Units with
Vehicle AvailabléPercent g

Occupied Units”f 5.3% 7.7% 9.0% 67,382 964,955 10,405,375
Social
Educational Attainment: No Hif
schoolDiplomd 20.7% 18.1% 12.3% 438,989 3,580,420 20,199,803
Educational Attainment: Hig
SchoolGraduaté 25.3% 20.0% 26.8% 536,166 3,971,294 43,850,577
Educational Attainment: Son
College, Ndegreé 26.3% 22.6% 22.1% 557,072 4,475,348 36,172,175
Educational Attainmen
Associate'sDegreé1 8.0% 8.0% 8.5% 170,277 1,585,804 13,972,081
Educational Attainmen
Bachelor'Degreé 13.0% 20.2% 19.3% 275,352 4,011,297 31,655,880
Educational Attainment: Pg
GraduateDegred| 6.5% 11.1% 10.9% 138,454 2,192,648 17,814,060
Disabled, Age 16 to 64 (Perc
of Total Populatior 9.3% 8.0% 10.0% 235,038 1,855,637 19,128,854
Foreign Borf 21.6% 27.1% 12.9% 916,242 10,104,739 39,784,305
Speak English Less Than
Well
(population 5 yrs and ovél 16.6% 19.6% 8.7% 649,490 6,805,770 25,081,122

Source: JObsEQ®
1. Census 2010, unless notettherwise

2. Census 2013, annual average growth rate since 2003
3. Median values for certain aggregate regions (such as MSAs) may be estimated as the weighted averages of the mefil@n tledues
composing counties.

4. ACS 2008012

Recent EconomidPerformance & Outlook2014-2015

The Riverside-San Bernardino-Ontario MSA was hit harder in the previous recession and housing crisis than most
regions of California. In the first few years after the recession ended, the Inland Empired s r e taggedebehynd
the overall state as well as the nation. Job growth and wage gains in California were faster in 2011 and 2012 than

11
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in the Inland Empire. In 2013, the Inland Empire economy outperformed the California economy in terms of job
creation and wage growth. Chmura expects employment and wage growth in the Inland Empire to lag the state in
2014 and 2015, however.” Real retail sales should remain strong in the metro area, averaging 5.3% and 4.1%,
respectively, in 2014 and 2015. Building permits, a leading indicator of economic activity, are projected to increase
a modest 3.8% in 2014 followed by a 10.4% jump in 2015; in California, building permits are expected to increase
5.7% in 2014 and 9.3% further in 2015.

The

currently estimated to be 8.0% as of September 2014. T h e

nl

Figure 9: Recent and Forecast Economic Performance

Region/Indicators
San Bernardino MSA 2011

Employment 0.9%
Wages and Salari&'s 2. 7%
Real Retail Sales 6.4%
Building Permits -24.2%
California

Employment 1.1%
Wages and Salarit’s 4.5%
Real Retail Sales 6.2%
Building Permits 7.1%

Source: Chmura EconomicdRalytics

Actual
2012

2.6%

3.4%

5.3%
24.6%

2.7%

5.8%

5.3%
28.1%

*Employment refers to nonagricultural employment.

Forecast

2013 2014 2015

3.5% 2.3% 1.7%
4.1% 3.9% 3.6%
5.0% 5.3% 4.1%
45.1% 3.8% 10.4%
2.8% 2.4% 2.3%
3.5% 5.4% 5.0%
4.4% 5.2% 5.3%
31.9% 5.7% 9.3%

**Wages and salaries include some options that were exercised.

Actual data are through thg"™ quarter 0f2014.

and Empi r e 6 sackedsteadpylloavegr m 8013 and 2814 é&easonally adjusted),5 and is

regionods

unempl o453eimearlyr at e

2010, has dropped 6.5 percentage points since then, but remains 1.8 percentage points higher than the national
unemployment rate. The region is expected to surpass its previous level of peak employment by the end of 2015.

* Some sectors including transportation and warehousing and wholesale trade experienced much faster employment growth in
the Inland Empire than in the state over the past year; growth in these sectors is expected to slow over the next several years
possibly explaining why employment and wage growth in the Inland Empire is expected to lag the state in 2014 and 2015.

® The seasonal adjustment calculation in JobsEQ is based on a proprietary algorithm designed for online applications. Thus,
seasonally adjusted data in JobsEQ may not match exactly with seasonally adjusted data from other sources, such as the
Bureau of Labor Statistics (BLS).
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Figure 10: Seasonally Adjusted Unemployment Trends
Seasonally Adjusted Unemployment Rate for Riverside-San Bernardino-Ontario, CA MSA 17.5%
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Housing Sector Analysis

The housing sector is struggling to gain traction in Riverside and San Bernardino Counties; home sales have

declined modestly over the past year, while home prices continue to appreciate and the number of distressed sales

has fallen. The twelve-month moving average of home sales has declined in both Riverside and San Bernardino

Counties for 11 consecutive months beginning in October 2013. Higher mortgage rates and rising home prices

have likely contributed to the slowdown in the housing recovery in the region. In positive news for the Inland

Empireds housi nmetnosindicaetthatthe e g gr ahds di str e ¢skod-daleyousi ng st
foreclosures, and other non-traditional sales) are becoming a smaller share of overall sales. In fact, foreclosures

represent less than 10% of all sales as of August 2014 in both San Bernardino and Riverside Counties after

peaking in both counties at more than 60% in the first half of 2009. Additionally, housing prices have bottomed out

and are moving steadily upward.

The commercial real estate market looks much stronger relative to the residential market, with vacancies moving

steadily downward and rental/lease prices movingupward. The r egi onbés commerci al sector
in the industrial segment. The industrial vacancy rate for the region stood at 6.9% in the 2" quarter of 2014, one of

the lowest rates in the nation. The Inland Empire also benefits from the ultra-low industrial space vacancy rates in

Los Angeles (roughly 3.8%).°

® http://www.realtor.org/sites/default/files/reports/2014/embargoes/2014-q2-commercial-forecast/commercial-real-estate-outlook-
2014-08-27.pdf
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Figure 11: 12Month Moving Average Home Sales
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Sales in the San Bernardino residential housing market have drifted slightly downward since the end of 2013 as
has the market in neighboring Riverside County. Housing prices (see Figure 13) continue to climb with 25

consecutive months of year-over-year price increases exceeding 10%. Additionally, the number of distressed sales
as a share of overall residential sales has begun to decline consistently and the share of foreclosure sales is close
to the corresponding rate in Riverside County.7 Foreclosure sales in San Bernardino have declined to roughly 8% of

all sales and the share of short sales fell from over 25% down to 7% of all sales in San Bernardino County by mid-

2014. Chmura expects the twelve-month moving average of home sales will be in the range of 2,200 to 2,500 sales

per month for the remainder of 20148 whichisale v e |

of

sal

es

consi stent wi

fundamentals. A tight inventory of homes for sale in Southern California is hampering sales in the region;8 if

inventory increases in San Bernardino County, home sales would likely be closer to the high end of this range.

t h

" The decline in home sales over the past year may be partially attributable to the drop in the number of distressed properties,

which are often purchased by investors, for sale.

® http://www.sbsun.com/business/20140911/southern-california-home-sales-at-four-year-low-with-prices-at-post-recession-high
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CHMURAECONOMICS&ANALYTICS

Figure 12: San Bernardino County: Residential
Home Sales by Type

m Traditional Sales
m REO Sale

m Assumed Short Sale
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The housing market is slightly stronger in Riverside County than in San Bernardino County, where the number of
foreclosure-based sales has been in decline for several years and is now only about 5% of all monthly sales. Short
sales as a share of all sales in Riverside County peaked in the second half of 2012 but have since been trending
steadily lower and are now about 6% of all monthly sales. Based on these trends, the share of total distressed
sales will likely fall below 10% of all sales in 2015. Chmura expects that the twelve-month moving average of home
salesd a simple way to remove the strong seasonality associated with home salesd will hover in the range of 3,100
to 3,400 sales per month for the remainder of 2014. Home sales may be at the top end of this range if the inventory
of homes for sale in Riverside County increases.
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Figure 13: Riverside County: Residential Home

Sales by Type
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Figure 14: Median Single Family Home Prices
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Industry Clusters andlob Creation Potential

A sector scorecard brings together several metrics to assess the relative ability of an industry to drive long-run
employment gains. This analysis synthesizes several different employment-related trends to identify those
industries that are thriving and likely to continue to thrive in the local economy; thus driving job gains. In particular,
this analysis examines the location quotient, the three-year employment growth projection, and the three-year
competitiveness scored which indicates if employment (not output) has increased after accounting for national
employment trends and the local mix of industries.

Figure 15: Sector Scorecard

Current Historical Forecast
CE:?' e Average Annual % Chang
Four Quarters Ending with over tﬁe in Next 3 3-Year
201492 Employment2011qg2- Years | Analytic
Last 3
201492
Years
Riverside
Average
Average Emplo San Annual Local
Sector Employmen| Annual | LQ P9 | Bernardine| CA | USA Compet
ment . Growth | ..
Wages Ontario, CA Percent itiveness
MSA
Health Care and Socig 104 198 | su1011 | 1.00 | 46147 | 103% | 9.2% | 25% | 35% P
Assistance
Transportation and 78643 | $42,495 | 163 | 13267 6.4% | 23% | 1.7% | 1.8% P
Warehousing
Retail Trade 167,606 | $28,706| 1.19 9,712 2.0% 2.1%| 1.5% 1.7% P
Wholesale Trade 56,790 | $53,296| 1.06 7,935 5.1% 2.8%| 1.8%| 1.5% P
Arts, Entertainment, | 55 519 | g26875| 1.14 | 2,863 | -3.4% | 2.5%| 2.1%| 2.0%
and Recreation
Manufacturing 86,544 $49,083| 0.78 2,547 1.0% 0.2%| 1.3% 0.9%
Construction 70,967 | $50,232| 1.27 | 12,165 6.5% 5.6%| 2.6%| 3.4% P
Utilities 9,280 $84,879| 1.25 -663 -2.3% | -0.5%]|-0.2%| 1.1%
Total All Industries | 1,242,678| $40,711| 1.00 | 94,624 2.7% 24%| 1.7%| 2.2%

Source: JobsE®D) |

Based on this analysis, five sectorsd health care and social assistance, transportation and warehousing, retail

trade, construction, and wholesale traded have particularly good prospects for driving future job growth in the

Inland Empire.9 While this analysis is a quantitative way to assessa s e cetnoprldocsy ment fiheal t ho as
potential to drive future job growth, it is not a suitable methodology for assessing the long-run output (economic

value measured in gross domestic product calculations) of a firm or sector, nor is it a reliable proxy for the

underlying profitability of individual firms operating within the sector. Within these five sectors are 20 separate

® In the retail sector, only 4-digit industries with above-average wages were included. The six industries in this sector with wages
which exceeded the average annual wage for the MSA are: automobile dealers (4411), other motor vehicle dealers (4412),
electronics and appliance stores (4431), electronic shopping and mail-order houses (4541), vending machine operators (4542),
and direct selling establishments (4543).
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industries (4-digit NAICS) that have strong growth potential after factoring in the same criteriad long-run growth

CHMURA

rates, high location quotient, three-year job gains, and three-year competitiveness.

Figure 16: Industries with High Job-Creating Potential

&

Current Historical Forecast
Four Quarters Ending with |  Total Average Annual % Change in
2014g2 Change | Employment2011q2-2014q2 Over the Next 3 Years
Riverside Total Total Average
Emolo Average 3-Year San Approx. Empb Annugl
NAICS | Industry PIOY 1 Annual LQ | Employ | Bernardino CA USA | Replace pby
-ment . -ment Growth
Wages ment Ontario, CA ment Change| Percent
MSA Demand 9
6241 | Individual and Family Services 39,593 | $11,142| 2.04 33,414 85.7%| 64.2% | 13.8% 2,077 6,453 5.2%
6211 | Offices of Physicians 28,317 | $75,988| 1.23 4,154 54%| 2.6%| 1.9% 1,721 2,940 3.3%
4411 | Automobile Dealers 13,334 | $56,137| 1.25 2,115 5.9%| 4.2%| 3.8% 1,094 716 1.8%
4841 | General Freight Trucking 17,799 | $44,073| 2.04 2,513 52%| 3.7%| 2.2% 1,037 692 1.3%
2382 | Building Equipment Contractors| 16,469 | $51,279| 1.01 3,174 74%| 6.6%| 2.8% 983 1,801 3.5%
2381 | Foundation, Structure, and 13,639 | $39,618| 2.07 2,511 7.0%| 6.2%| 2.7% 831 1,433 3.4%
Building Exterior Contractors
2383 | Building Finishing Contractors 12,933 | $36,271| 2.09 3,319 10.4%| 5.8% 2.4% 748 1,060 2.7%
6212 | Offices of Dentists 9,544 | $40,636| 1.19 474 1.7% 2.1% 1.7% 607 1,008 3.4%
4244 | Grocery and Related Product 8,141 | $64,636| 1.21 1,196 5.4% 1.6% 0.9% 563 513 2.1%
Merchant Wholesalers
2361 | Residential Building Constructiol 6,774 | $46,471| 1.16 1,483 8.6% 6.1% 3.7% 418 1,032 4.8%
23gg | Other Specialty Trade 6,219 | $48,151| 1.22 418 23%| 4.2%| 2.4% 395 732 3.8%
Contractors
2371 | Utility System Construction 4,539 | $76,667| 1.11 665 54% | 7.5%| 4.6% 306 498 3.5%
4239 | Miscellaneous Durable Goods 4,074 | $38,935| 1.46 927 9.0%| 1.0%| 2.4% 297 368 2.9%
Merchant Wholesalers
4881 | Support Activities for Air 2,518 | $44,033| 1.27 689 11.2%| 4.4%| 1.5% 201 241 3.1%
Transportation
4854 | School and Employee Bus 2,787 | $27,431| 1.24 328 43%| 1.9%| 1.1% 191 216 2.5%
Transportation
Hardware, and Plumbing and
4237 | Heating Equipment and Suppliey 2,665 | $54,089| 1.25 286 39%| 14%| 1.7% 181 159 2.0%
Merchant Wholesalers
6239 | Other Residential Care Facilities| 1,902 | $30,448| 1.19 25 0.4%| -2.4%| -0.1% 139 179 3.0%
2379 | Other Heavy and Civil 1,220 | $82,370| 1.27 434 15.8%| 5.4% 2.9% 79 90 2.4%
Engineering Construction
4889 | Other Support Activities for 662 | $39,602| 2.28 360 29.9%| 13.2%| 3.3% 50 49 2.4%
Transportation
4882 | Support Activities for Rail 313 | $35,660| 1.10 224 51.9%| 19.3%| 8.9% 25 26 2.7%
Transportation
Source: JobsE®)

I n

C h mu r-adgsowth madel, the Inland Empire has four industry clusters that are likely to expand
employment in excess of 2.5% per year over the next decade. These industriesd utilities, professional services,

healthcare, and constructiond represent almost one-third of the total employment in the region and are likely to
expand faster than the overall pace of job growth in California.
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Figure 17: Riverside-San Bernardino-Ontario, CA MSA Industrial Clusters (scaled by employment)

Industry Clusters for Riverside-San Bernardino-Ontario, CA MSA as of 2014Q2
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Workforce Alignment Analysisand Outlook

Over the next ten years, job growth in the Inland Empire is expected to be reasonably balanced with greater than

2% annual expansions across job cohorts, regardless of educational requirements. Fast growth is expected for jobs

requiring very little education to those typically requiring extensive postsecondary education. While the relatively

strong growth rates for jobs requiring a high school diploma or less is at odds with state trendsd which is seeing

more of a skill-bias in job creationdt he r egi onés average annual wages and une
mirror the norms of the state and the nation.

Figure 18: Employment Growth by Education Level

Regional Average Anual
EmploymentQ2 Average Annual  Growth Rate Next
2014 SalaryQ2 2014 10 Years
Postgraduate 46,429 $98,300 2.7%
Bachelor's degree 162,591 $ 74700 2.5%
2-Year degree or certificate 113,332 $ 64,900 2.6%
Previous work experience, no award 134,087 $ 49300 2.1%
Longterm training, no exp, no award 59,399 $ 50600 2.5%
Moderate-term OJT, no exp, no award 174,506 $ 42400 2.1%
Shortterm OJT, no exp, no award 552335 $26800 2.1%

Source: JobsE®

HighLevel Workforce Alignment Metrics

Estimated occupational deficits over the next ten years are likely to vary across the Inland Empire in terms of the
level of education required. The majority of the occupations (at the 6-digit SOC code level) with the highest
projected gaps over the next ten years will require some postsecondary education. Many of these occupations are
likely to require specific training in a medical or healthcare field. In the case of gaps related to positions that require
only short-term on-the-job training, it is likely that the Inland Empire economy will not suffer from widespread skill-
shortages, but rather the need to facilitate the transition of workers from some of its declining industriesd such as
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low-value-added food service industriesd into the higher-level service sector jobs that are likely to be growing
rapidly over the next decaded such as home-health aides as shown in the chart below.

Figure 19: Inland Empire Long-Run Potential Occupational Gap

At the major occupation group level (2-digit SOC), the Inland Empire has a shortfall in the number of awards

(graduates) by t h e postspdormdarysshools. This is not uncommon but can be particularly challenging,

especially for areas with below-average postsecondary educational attainment. Taking into account the size of the

regional economy and the industry mix of the area, the Inland Empire region falls short in the nhumber of recent
postsecondary awards across several major occupational groups. For example, in the 2012-2013 academic year,

3,862 awards were produced by postsecondary schools in the Inland Empire region related to occupations in the

business and financial operations field. Gi ven t he regionds current ehowevegpthisnent i
award production fell short of the national norm relative to the number employed in the region by 1,145 awards.

Likewise, award production in the Inland Empire region fell short by 358 awards related to architectural and

engineering occupations and was short by 3,182 awards for education, training, and library occupations. In other

words, for the region to maintain a properly trained employment base, new workers for these occupations would

need to be Ai mportedd from schools outside the region. TI
area who may have moved outside the region to be educated and then move back for employment once their

studies are completed.
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